Fact sheet -December 2016

What is Diminution of Value (DOV)?

DOV measures the reduction of market value which
has been caused by Increased Flooding Vulnerability
(IFV) and/or Increased Liquefaction Vulnerability (ILV)
land damage.

Where EQC cash settles IFV and/or ILV land damage,
it generally assesses the customer’s loss on the basis
of either, or a combination of, DOV or repair cost.

This fact sheet focuses on properties that have both
IFV and ILV land damage which is settled solely on the
basis of DOV.

Furthermore, this fact sheet only deals with those DOV
settlements where the house that was on the property
before the 2010-2011 Canterbury earthquakes has
been or will be rebuilt. In these cases, the DOV reflects
the impact of the IFV and ILV land damage on the
value of the insured land on the property.

What approach do EQC’s valuers take to
assessing DOV for insured land on properties
with both IFV and ILV land damage?

EQC’s valuers have developed a standardised approach
to assessing the reduction of market value of the
insured land on the property due to both IFV and ILV
land damage. This approach is designed to ensure that
DOV is assessed in a consistent way for customers in
this situation.

The methodology for determining DOV due to both IFV
and ILV land damage (the IFV/ILV DOV Methodology)
has been peer reviewed and approved by a panel of
valuers. Those valuers were nominated for the panel
by the major New Zealand professional valuation
associations. The IFV/ILV DOV Methodology is
available on the EQC website at
www.eqc.govt.nz/IFVandILV.
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How is DOV assessed for insured land on
properties with both IFV and ILV land damage?

Where the house that was on the land before the
2010-2011 Canterbury earthquakes has been or will be
rebuilt, EQC’s valuers take the following steps to
assess the amount of DOV for the insured land on a
property with IFV and ILV land damage:

1. Establish the pre-earthquake value of the insured
land on the property

The valuers use recognised techniques to establish
the value of the insured land on the property as at
3 September 2010. To help determine this value,
verifiable evidence has been gathered from a
variety of sources. This evidence includes:

¢ information on sales for the area; and
* building age and size.

The valuation is made as at 3 September 2010, the
day before the first earthquake in the 2010-2011
Canterbury earthquakes. This is to ensure that the
valuation is a fair market valuation and is not
distorted by the effects of the earthquakes on the
property market.

2. Determine the amount of the reduction in the
market value of the insured land on the property
because it has IFV and ILV land damage

To assess the amount of the reduction of market
value due to both IFV and ILV land damage on the
insured land on the property, EQC’s valuers:

a. assess the DOV due to the IFV land damage.
See the box on page 4 for details on how this
assessment is done;

b. assess the DOV due to the ILV land damage.
See the box on page 4 for details on how this
assessment is done; and then

c. add together all of one DOV and a proportion of
the other DOV. The appropriate proportion is
assessed in accordance with the IFV/ILV DOV
Methodology.

EQC’s valuers consider that simply adding together
all of the IFV DOV (assessed under a. above) and all
of the ILV DOV (assessed under b. above) would
over-compensate for the combined IFV and ILV land
damage. This is why they add together all of one
DOV but only a proportion of the other DOV.
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To elaborate, in assessing DOV for the insured land
on a property with both IFV and ILV, EQC’s valuers
consider the reduction in market value caused by
these two forms of land damage combined.

The market value is determined by how a willing
buyer and a willing seller would treat the insured
land on a property with both IFV and ILV land
damage. EQC’s valuers have formed the view that a
willing buyer and a willing seller would not treat IFV
and ILV independently. Instead they would likely
treat the increase in flooding vulnerability and
increase in liquefaction vulnerability as together
impacting the future vulnerability of the property.

The DOV for the insured land on a property with
both IFV and ILV land damage reflects the lower
impact on the market value of one of those forms
of damage, where the insured land on the property
already has the other form of damage.

3. Exercise valuation judgement as to the resulting
Diminution of Value

EQC’s valuers carry out a final review to ensure the
reduction in value determined for the insured land
on the property as a result of both the IFV and ILV
land damage is appropriate as a matter of valuation
judgement.

Why is there no indexing of the DOV assessment
for IFV and ILV damage to reflect the increase in
market land valuations in general in the
Christchurch market in the last six years?

When doing the IFV and ILV land damage DOV
assessment, EQC starts by assessing the market value
of the insured land on the property immediately
before the earthquakes (3 September 2010). EQC then
uses this value as the base for calculating the
reduction in value (DOV) of the insured land on the
property that has occurred since that date as the
direct result of the IFV and ILV land damage caused by
the earthquakes.

In accordance with the EQC Act, EQC assesses the base
value from the date immediately before the damage
occurred. There is no scope under the EQC Act to
choose a base value as at a future date (i.e. after the
date of the damage), or somehow apply an index to
increase the amount of the base value.
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What is the applicable EQC land cap?

All land settlement amounts are subject to the land
cap amount set out in section 19 of the Earthquake
Commission Act 1993 (EQC Act). The EQC land cap is
generally the value of the area of insured damaged
land or the value of a parcel of land that is the
minimum lot size under the relevant District Plan,
whichever is the smaller.

How is DOV for IFV and for ILV land damage
apportioned across the 2010-2011 Canterbury
earthquakes events?

EQC apportions the DOV amount that is finally
calculated for IFV and for ILV separately across the
earthquake events. The DOV amount:

¢ for IFV land damage is apportioned to earthquake
events in proportion to the contribution each event
made to the IFV land damage caused by the 2010-
2011 Canterbury earthquake sequence;

¢ for ILV land damage is apportioned to earthquake
events in proportion to the contribution each event
made to the ILV land damage caused by that
earthquake sequence.

This apportionment will be reflected in the land
settlement summary in the IFV and ILV land damage
settlement pack for the insured land on the property.

How can | request a review of my IFV and ILV
land damage settlement amount?

To ask for a review of your land settlement amount,
please email us with any supporting information at
info@eqc.govt.nz or call 0800 326 243 between the
hours of 7am to 9pm, Monday to Friday, and 8am to
6pm on Saturday.

You can make a request for a review after the land
settlement amount is paid. For example, you can
request a review if you think the IFV and/or ILV land
damage can and should be repaired, and that the
settlement amount (or part of it) should be based on
repair cost instead of DOV.

Examples of the types of supporting information you
could send with your request for a review include:

* information about a repair method for the repair
of IFV and/or ILV land damage that you intend to
carry out on the insured land on your property; or

¢ information relevant to the pre-earthquake
valuation of the insured land on your property.

What do | have to do with my IFV and ILV
land settlement amount assessed on the basis
of DOV?

You may wish to use the IFV and ILV DOV settlement

amount to mitigate the effects of any future flooding
or future liquefaction. But there is no requirement to
do so. Your future EQC cover for the property will not
be affected.
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Assessment of DOV due
to the IFV land damage

(The result of this assessment is an input used in
the assessment of DOV for both IFV and ILV land
damage - see step 2a on page 2 of this fact sheet)

How do EQC'’s valuers assess DOV due to IFV
land damage (where the house has been or
will be rebuilt)?

1. Establish the pre-earthquake value of the
insured land on the property

The same method is used as described on page
2 of this fact sheet.

2. Determine the amount of the reduction in the
market value of the insured land on the
property because it has IFV land damage

To assess the amount of the long-term market
reduction of value, EQC’s valuers take into
account factors, such as:

¢ depth of the increased future flooding;

* |ocation of that flooding (including in relation
to the likely location of a house that may be
rebuilt on the land), and its likely frequency;
and

features of a property that make it more or
less likely to lose value due to a risk of
flooding. For example, the location of the
property and its views are often major drivers
of valuation. The location and views may be
such that the market could reasonably be
expected to attach less weight to IFV damage
to the property.

The percentage of DOV is applied to the pre-
earthquake value determined under Step 1. The
result is a dollar amount of the reduction in
value due to the IFV land damage.

3. Exercise valuation judgement as to the
resulting Diminution of Value

* EQC’s valuers carry out a final review to
ensure the reduction in value due to IFV land
damage determined for the insured land on
the property is appropriate as a matter of
valuation judgement.

Assessment of DOV due
to the ILV land damage

(The result of this assessment is an input used in the
assessment of DOV for both IFV and ILV land damage
— see step 2b on page 2 of this fact sheet)

How do EQC'’s valuers assess DOV due to ILV
land damage (where the house has been or will
be rebuilt)?

1. Establish the pre-earthquake value of the insured
land on the property

The same method is used as described on page 2
of this fact sheet.

2. Determine the amount of the reduction in the
market value of the insured land on the property
because it has ILV land damage

EQC’s valuers assess the long-term market
reduction of value, taking into account the
characteristics and practical implications of the ILV
land damage. For the insured land on your
property, this includes factors such as the increase
in the property’s vulnerability to liquefaction-
related damage ina 1in 25 year, and ina 1 in 100
year, earthquake event.

In assessing the DOV, EQC’s valuers will not take
into account any shifts in value resulting from
matters other than the ILV land damage (e.g. a
change in the building regulations and practices
after the 2010- 2011 Canterbury earthquakes).

The percentage of DOV is applied to the pre-
earthquake value determined under Step 1. The
result is a dollar amount of the reduction in value
due to the ILV land damage.

3. Exercise valuation judgement in a final review

EQC’s valuers carry out a final review to ensure
the reduction in value due to ILV land damage
determined for the insured land on the property
is appropriate as a matter of valuation judgement.

CONTACT EQC ON 0800 DAMAGE (0800 326 243) OR VISIT US AT WWW.EQC.GOVT.NZ

TO REDUCE THE IMPACT ON PEOPLE

AND PROPERTY WHEN NATURAL DISASTERS OCCUR.





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles false
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.7
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments false
  /ParseDSCCommentsForDocInfo false
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 300
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /CreateJDFFile false
  /Description <<
    /ENU ([Based on '100 ColUC'] [Based on '300 ColUC'] Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName (U.S. Web Coated \(SWOP\) v2)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements true
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /UseName
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
  /SyntheticBoldness 1.000000
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [595.276 841.890]
>> setpagedevice


